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About this Tool
Short Description:

This sample program manual is intended to be incorporated by reference in agreements with developers governing single-family development and rental programs. This manual is a companion to the “Sample Agreement for Development and Rental of Single-Family Homes,” available in the Single-Family Rental Toolkit on the NSP Resource Exchange. The scope of this sample manual includes eligible uses of funds, acquisition of NSP-qualified residential properties, rehabilitating and/or building new infill homes, renting the homes to NSP-qualified occupants, and related tasks. In the program model represented by this manual, NSP grantees enter into agreements with developers to acquire, redevelop and rent single-family properties that will be identified at a later date that will receive NSP deferred payment subsidy loans that can be used for acquisition and construction and later convert to permanent loans. 
How to Adapt this Document: 

This sample manual addresses one specific set of policies and approaches to carrying out a single-family development and rental program using NSP funds.  As such, it should not be used as-is. NSP grantees should determine if the implicit program design is suitable. Details such as required actions by the developer and grantee, sequential process steps, and terms of the developers NSP-funded construction and permanent financing—among many others—must be considered carefully and edited to fit with the grantee’s current or desire policies and practices. Instructions and advice included in shaded sections of the document should be deleted during the editing process. The appendices that are referenced should be assembled by the user and attached, or if some or all appendices are not desired, the references should be deleted; however, a manual will be more useful and effective with the types of appendices suggested.  Examples of some documents referenced as appendices are available through the NSP Resource Exchange.

Source of Document:

Substantial portions of this document come from program manuals drafted for the City of Gary, Indiana and the City of Canton, Ohio.

Disclaimer: 

This document is not an official HUD document and has not been reviewed by HUD counsel. It is provided for informational purposes only. Any binding agreement should be reviewed by attorneys for the parties to the agreement and must conform to state and local laws.
NSP Single-Family Development and Rental Program Manual:

______________________ [insert name of NSP Grantee]. 

I.
Purpose
The purpose of this Manual is to govern the implementation of single-family acquisition, development and rental programs being carried under NSP Agreements with [insert name of NSP Grantee].   The Manual includes policies and procedures to be followed regarding eligible uses of NSP funds, property acquisitions, project underwriting, rehabilitation/construction, marketing, intakes/applications, income certifications, leasing, construction/permanent financing terms, and other related issues.   
II.
Definitions

Applicant:  A person or persons who have applied to Developer or Developer’s Management Agent for rental of an NSP-assisted housing unit.   

Grantee:  [insert name of NSP Grantee]. 
Developer:  An NSP developer subject to an NSP Agreement funded by an NSP project and the presumed owner of the property.   The property may be transferred to another entity only with the advance written permission of the Grantee, and if such a transfer occurs, the term “Developer” herein applies to any successor owner starting at the time date of the transfer. However, the term Developer as used in this Manual applies only to an entity qualified to be a designated Developer under the NSP program, and not to an NSP co-grantee or sub-recipient.    
NSP:  The Department of Housing and Urban Development (HUD)’s Neighborhood Stabilization Program, established  by the Housing and Economic Recovery Act of 2008 to stabilize neighborhoods whose viability has been and continues to be damaged by the economic effects of properties that have been foreclosed upon and abandoned. Additional funding for an “NSP2” program was authorized by Title XII of Division A of the American Recovery and Reinvestment Act of 2009. For more information, see the NSP website: http://hud.gov/offices/cpd/communitydevelopment/programs/neighborhoodspg/
[Note: NSP2 and NSP3 requirements differ from NSP1 in a few respects—primarily with regard to HUD’s method of awarding funds, spending deadlines, and the requirement to redevelop properties only for residential purposes. However, the provisions of this manual apply to both programs. It is advisable to include in the NSP Agreement and the Program Manual any special requirements or limitations related to NSP2.]    
NSP Agreement: An agreement entered into by Grantee and Developer for the purpose of funding and carrying out NSP-eligible activities on one or more NSP-eligible properties.

NSP Renter: The renter of an NSP-assisted housing unit. 
NSP Property: A residential property that is rehabilitated, newly constructed or reconstructed pursuant to Developer’s agreement with Grantee. 

NSP Rental Unit:  A dwelling unit in a one- to four-family property that will be occupied by an NSP Renter.  

NSP Program Budget: The budget attached to an NSP Agreement showing projected development costs and funding for Developer’s entire NSP program in the aggregate, including all properties identified at the time the Agreement is executed or pro forma properties to be identified at a later date. 
Project Development and Operating Budget:  A development sources-and-uses budget that includes all committed funding along with all acquisition, rehab/construction and soft costs for a particular property, along with a cash flow projection for rental operations over a period of at least five years. The Developer must submit this budget to the Grantee prior to committing to purchase any property for use in the NSP program. 
Project Funding: Any and all governmental and private funds, including Developer’s cash, projected to be used to pay for the costs to carry out the redevelopment of a single NSP-assisted property up to the point of the completion of construction and rent-up.   

III.
Selecting Developers
Developers of NSP single-family rental projects will be selected through a Request for Qualifications (RFQ) process.  See Appendix __ for a sample RFQ. A selected developer will enter into an agreement with Grantee to receive NSP loans up to certain amounts to develop a certain number of NSP qualified single-family rental units.  See Appendix ___ for a sample agreement.   [Note: insert appropriate reference or delete if these forms are not included in Appendices. For sample agreements that might be adapted, see “Sample Agreement for Development and Rental of Single-Family Homes” and “Sample Request for Qualifications for Single-Family Rental Developers,” both available in the Single-Family Rental Toolkit at www.hud.gov/nspta. 
IV.
Key Terms of NSP Financing

Developer’s expenditures for program delivery will be limited as follows:  [Note: To the extent that terms of financing are described in NSP Agreements, it is not necessary to repeat them here and items should not be included if the terms differ among developer agreements. If the terms are repeated here, make sure that the language is exactly the same so that the terms of financing do not become contradictory or ambiguous.]
A.
Approval and Funding of Demolition Costs 
Primary structures on properties acquired or contributed may not be demolished unless they are: 1) declared as blighted in a written notice provided by Grantee or 2) determined not to be economically feasible to rehabilitate to a condition in which the home is marketable to NSP Renters.  Unless otherwise agreed to in writing, Developer must fund the cost of demolition (if any) out of the NSP funding that is made available in the NSP Agreement or the developer’s own funds.   

B.
Maximum NSP Expenditure Per Dwelling Unit 
Developer must receive written approval of a property-specific Project Budget prior to any expenditures.  Developer may spend no more than $_________.00 [insert amount] of NSP funds on any single dwelling unit, unless Grantee gives written approval to an additional amount due to the strategic value of a property for the NSP program or unforeseen costs that were beyond the control of Developer. [Note: Setting this at a low number conserves NSP funds and can leverage private funds. A higher number may be necessary if no other acquisition/construction financing is available.]  
C.
Developer Fee Allowed Per Dwelling Unit  
See the Agreement between Developer and Grantee. 
D.
General Contractor Fee Allowed  
If Developer is acting as general contractor and thus hiring and managing subcontractors, Developer may charge an additional fee in the form of a ___% [insert percentage] mark-up of subcontractor costs. Developer’s reimbursement requests for construction costs may include a ___% mark-up of all valid, documented costs of subcontractors who have performed construction work.  However, such mark-up may not be applied to non-construction costs such as taxes, insurance, security, general requirement, or working capital costs.  No such fees will be paid to Developer for any NSP property that is rehabilitated or built by a third-party general contractor.  All general contractors performing work on NSP-assisted projects must be properly licensed. [Note: Many developers do not take on the role of general contractor. If a Developer does take on this role, the Developer will incur more labor costs, responsibilities and risks.  If this provision is not relevant to your program, delete it.]  
E.
Allowed Property Management Fee and Marketing Costs
Developer may pay no more than ____% [insert percentage] of the gross rents as a property management fee, either to be drawn by the Developer directly if the Developer is the property manager, or paid to a third-party manager. Additionally, during the rent-up and operations phases, the Developer may include budgeted amounts for out-of-pocket marketing costs such as advertisements and flyers. 
F.
Income Eligibility Requirements

In accordance with section 2301(f)(3)(A) of the Housing and Economic Recovery Act of 2008 (HERA), Public Law 110-329, the Developer will use all NSP funds to assist individuals and families whose incomes do not exceed 120 percent of area median income. The Grantee is responsible for ensuring that 25 percent of the total grant is used for the purchase and redevelopment of abandoned or foreclosed upon homes or residential properties to house individuals and families whose incomes do not exceed 50 percent of area median income, as required by HERA.  The Developer will use NSP funding for individuals and families at or below 50 percent of area median income if required by provisions of the Developer Agreement.   

G.
Allowed Amounts of Rents for NSP Rental Units  
Maximum rental amount: The rental amount for an NSP-assisted home may not exceed an amount affordable to a household at ____% of area median income (AMI). [Note: this may not exceed 120% of AMI.] Developers may propose different rental amounts and affordability standards for different single-family rental homes. For example, one home could have a rent affordable to a household at 110% of AMI and another at 90% AMI. Other homes could have rents affordable to households at 40% of AMI, for example—a standard that would help the Grantee satisfy the NSP requirement  to expend at least 25% of fund assisting households with incomes at or below 50% of AMI.  In a tiered rent structure, household income limits should be matched with affordable rental amounts.  Following is an example:

	Rent Tiers
	AMIs Used as Basis for Affordable Rental Amounts
	Household Incomes Eligible for this Tier of Rents

	1  (Set-Aside Eligible)
	40% AMI
	0%-50% AMI

	2 
	65% AMI
	51%-80% AMI

	3
	90% AMI
	81%-100% AMI

	4
	110% AMI
	100%-120% AMI


Maximum rental amounts will be readjusted annually by the Grantee based on the income limits prevailing for the location of the rental housing, which are published by HUD for the Section 8 rental assistance program on HUD’s website. Developer will adjust the maximum rental amount within 30 days of publication of new income limits and apply the maximum amount to all homes all new leases executed after that time.  To determine the affordable rental amount, Developer will follow these procedures:

1.  For each home, a household size will be assumed based on the numbers of bedrooms in the home, as follows:  studio, one person; 1-bedroom, one person, 2-bedroom, two persons; 3-bedroom, three persons; 4-bedroom, four persons.   

2. Developer will identify the income limit for the appropriate household size and maximum allowed percentage of area median income from the HUD income limits.     

3.   The resulting income amount will be multiplied by 30% to represent an affordable housing payment. 

4. Using a schedule of utility allowances from the local housing authority or equivalent document, the estimated amounts of the tenant-paid utilities will be deducted from the affordable housing payment amount.  The result will be the maximum allowed cash rent.  

H.
Program Income 
NSP project funding will be structured as construction and/or permanent loans that define terms of repayment.  Loans will generally be structured as 0%-interest loans with all repayment of principal deferred until sale or transfer of the property by the Developer or default on the terms of the NSP financing.  Such NSP financing may include terms for repaying the Grantee certain amounts of net cash flow after approved operating costs and debt service have been paid and the Developer has received a reasonable amount of net revenue.  For the Grantee, any such payments will constitute program income. Developers, as defined in this Manual, are not subject to NSP program income requirements as is the case with NSP grantees, co-grantees and sub-recipients.     
V.
Property Acquisition

A.
Eligible Properties
Eligible properties must meet the following criteria:
1.
Must be located in an NSP Target Area(s) indicated in the NSP Agreement.  
2.
Must have no substantial adverse environmental factors as determined by an environmental review. See Section G below; 
3.
Must have no more than four dwelling units on a single property, unless with Grantee’s advance approval in writing, Developer proposes to acquire two or more contiguous properties that will have more than four units, in order to create a more financially viable rental property. (Multifamily rental properties are subject to different NSP program requirements published elsewhere.)  [Note: Delete the sentence in parentheses if the Grantees has no multifamily rental program.]
4.
Must otherwise be suitable and livable locations for occupancy by NSP-qualified renters. Positive factors to be considered include low crime rates, well-performing neighborhood schools, and lack of adverse environmental factors as determined by an environmental review.  
[Note: Grantees may wish to amend these criteria with additional or different ones.]
5.
Must be unoccupied and have no personal possessions on site. If Developer discovers that a property is occupied or has personal possessions on site, Developer must immediately abandon the investigation and inform the seller that the property will not be considered for purchase.  On an exception basis and only with advance written permission from Grantee, Developer may investigate an occupied property for possible purchase—in the event of which Developer will be obligated to follow all relocation requirements described in Section IV below.  [Note: NSP rules do not require that properties be unoccupied; this is a policy adopted by the Grantee.]
6.
Must be in one or more of the following NSP property categories and only as indicated in the NSP Agreement. For example, Developer may not acquire a vacant or blighted property unless the Agreement allows acquisitions in that category;
a) Foreclosed:  The property is at least 60 days delinquent on its mortgage and the owner has been notified; or the property owner is 90 days or more delinquent on tax payments; or under state or local law, foreclosure proceedings have been initiated or completed; or foreclosure proceedings have been completed and title has been transferred to an intermediary aggregator or servicer that is not an NSP grantee, subrecipient, developer, or end user.

b) Abandoned:  A home is abandoned when mortgage or tax foreclosure proceedings have been initiated for that property, no mortgage or tax payments have been made by the property owner for at least 90 days, or a code enforcement inspection has determined that the property is not habitable and the owner has taken no corrective actions within 90 days of notification of the deficiencies
c)  Vacant:  The NSP program does not define the term vacant, but this manual defines a vacant property as one that has been unoccupied for at least 90 days and has no bona fide tenant with rights of occupancy.  
d) Blighted:  A structure is blighted and qualified for demolition with NSP funds when it exhibits interior and/or exterior signs of deterioration sufficient to constitute a threat to human health, safety, and public welfare. To be considered blighted under the terms of any NSP Agreement, the appropriate public entity with jurisdiction must declare the structure blighted. 

7. Must have a projected rent amounts that are affordable to NSP-qualified renters as described above but also sufficient to pay operating expenses operating expenses and debt service, with at least a 1.15 debt service coverage ratio. If the project has no must-pay debt service, the projected net operating income must be at least 5% higher than the total of all operating expenses in order to provide a cushion in the event that revenues are lower than expected or expenses higher. The Grantee may allow a Developer to receive and keep future net cash flow after payment of operating expenses and debt service to the extent that this financial return to the developer is reasonable based on the developer’s cash or in-kind equity in the project and risks of financial losses. The terms of the Loan Agreement executed for each project (property or multiple properties) will determine how the Developer and Grantee share in any additional net revenues.  [Note: As part of its underwriting process, the Grantee should require an adequate debt service coverage ratio to help ensure the long-term financial viability of the rental property or properties. The debt service coverage ratio is the result of this equation: Annual Net Operating Income (after operating expenses but before debt service) divided by annual debt service. The minimum 1.15 ratio creates at least a 15% “cushion” over and above debt service payments.  If future rent collections or market conditions are uncertain, the Grantee may wish to require a higher ratio. A 1.15 ratio is the minimum typically required by many multi-family lenders. ]
8. Must be acquired with a valid deed free and clear of all encumbrances. Purchases with any other form of deed or with any lien, deed restriction, land lease or other encumbrance must be approved in writing by Grantee prior to Developer making an offer.  

B.
Acquisition Objectives for Serving Households at or Below 50% of Area Median Income (AMI)
The NSP program requires that Grantee spend at least 25% of its NSP award on developing homes and rental units that are reserved for households at or below 50% of AMI. Grantee, in turn, has given quotas for such units to some of its NSP Developers that may be smaller or larger than 25% of the funding allocation to the Developer. Developer’s quota, if any, is stated in Developer’s NSP Agreement. Because it is crucial that Grantee meet the overall requirement, some or all NSP Developers must designate a sufficient number of properties being acquired as restricted to future occupancy by households at or below 50% of AMI.  Further, Developer must give priority to acquiring homes for households at or below 50% of AMI as stated in the NSP Agreement. Per recently approved legislation, NSP-qualified vacant properties are now eligible to satisfy the 25% set-aside requirement through redevelopment, in addition to rehabilitation of foreclosed and abandoned properties.  See HUD’s policy alert memo at:  

http://www.hudnsphelp.info/media/resources/NSPPolicyAlert_LH25Amendment_7-23-10.pdf. 
C.
Property Investigations 
Developer is responsible for property investigations and will recoup the costs of investigations through a developer fee, if such fee is indicated in the NSP Agreement. Developer will identify potential properties for acquisition by researching public records, obtaining proprietary data about recent and pending foreclosures, contracting with real estate brokers and/or other effective methods. Prior to making an offer, Developer will complete the following tasks:
1.
Inspect the site conditions and structures and complete a preliminary rehab/construction cost estimate in format that is acceptable to the Grantee;
2.
Complete a Project Development and Operating Budget that includes all proposed NSP-funded expenses for  acquisition, site work, rehab/construction, holding costs, marketing costs, initial lease-up costs and reserves, developer fee, and other soft costs; as well as a cash flow projection showing projected rent collections and expenses over at least a five-year period.  
3.
Obtain an independent appraisal or opinion indicating the as-is market value of the property to determine the cost-reasonableness of the asking price or proposed offer price. Broker opinion and electronic appraisals are acceptable for the purpose of making offers; [Note: Using a preliminary appraisal to inform purchase offers is a good practice but not required by NSP rules.] 
4.
As an alternative to the preliminary appraisal above, obtain a full URA-compliant appraisal if the property is foreclosed upon and Developer plans to execute a purchase agreement on the property within 60 days; however if the purchase is not completed, Developer may not be reimbursed with NSP funds (see Section D(8) below for more details on requirements for full appraisals);  [Note: NSP rules require a full appraisal only for foreclosed properties, and only for the purpose of verifying that the purchase price is at least 1% below market value.]
5.
Verify and document in a property file that the property is vacant and has no personal possessions onsite. Documentation should include a signed and dated inspection report, photos, and notes from interviews with neighbors (if available) indicating the approximate last date of occupancy.  If information from neighbors is not available, documentation should include data from a utility company or the Post Office indicating the date of terminating service. The seller must complete a form stating that the property meets all requirements of the URA.  See Section IV regarding relocation requirements and protections for tenants in occupied properties;
6.
If an occupied property is pursued with Grantee’s written approval, send occupants who may be displaced a “General Informational Notice” (GIN) as required by the Uniform Relocation Act (URA).  A GIN informs such persons that in the event they are displaced by this project they may be eligible for relocation assistance and payments under the URA (and/or in some cases section 104(d) relocation assistance).  GINs should be provided to property occupants early in the property acquisition process and prior to making an offer.  See Appendix ___ for a sample form. [Note: insert appropriate reference or delete if this form is not included in Appendices] Complete a relocation plan prior to making an offer;  
7.
Comply with the Recovery Act provisions concerning tenant protections applicable to NSP acquisitions of foreclosed property. The Developer must document its efforts to ensure that the initial successor in interest (ISII) in a foreclosed upon dwelling or residential real property (typically, the ISII in property acquired through foreclosure is the lender or trustee for holders of obligations secured by mortgage liens) has provided bona fide tenants with the notice and other protections outlined in the Recovery Act. The Developer will not use NSP funds to finance the acquisition of property from any ISII that failed to comply with applicable requirements unless the Developer assumes the obligations of such ISII with respect to bona fide tenants. If the Developer elects to assume such obligations, it may only do so if the tenant is still occupying the property and will provide any tenant displaced as a result of the NSP funded acquisition with the assistance outlined in 24 CFR 570.606.  If the Developer knows that the ISII did not comply with the NSP tenant protection requirements and vacated the property contrary to the NSP requirements, NSP funds cannot be used to acquire such properties.

D.
Grantee Approval of Property Acquisitions or Contributions of Developer-Owned Properties
Developer will follow these procedures in order to obtain Grantee’s approval prior to acquiring properties for this program or contributing properties to this program.  
1. 
Transmit electronically a property information package to Grantee that includes the following;
a)
A detailed rehab work write-up and cost estimate, or new construction plans, material specifications and cost estimate. New construction cost estimates may be based on the plans for one of Developer’s standard new home products, which may be substituted later with other plans with Grantee’s written approval. Rehab estimates will include a 15% contingency line item, and new construction a 5% contingency line item. [Note: A grantee may wish to change these percentages based on its own policies or standard practice, or eliminate this item if the grantee wishes to allow differing amounts based on the circumstances of individual projects.]
b)
A development description and Project Development and Operating Budget in the spreadsheet form provided in Appendix ___.[Note: insert appropriate reference or delete if this form is not included in Appendices.  See the “Sample Pro-forma and Guide” in the NSP Single-Family Rental Toolkit at www.nsphelp.info for a template that can be modified for this purpose.]
c)
A preliminary appraisal indicating the as-is property value. 
d)
A complete copy of the draft Purchase Agreement with the NSP-required conditional purchase agreement addendum.  See Appendix __ for the approved language, which makes the offer conditional upon an approved environmental review and the contract price being at least 1% less than market value as indicated by an appraisal to be obtained by Developer. If the agreement calls for Developer to pay for taxes or other liens or assessments in arrears, those amounts must be added to the contract price for purposes of calculating the discount from market value. [Note: insert appropriate reference or delete if this form is not included in Appendices]
e)
A copy of the Notice of Voluntary Acquisition that will be transmitted to the seller. See Appendix ___ for an example of this form [Note: enter appropriate Appendix reference or delete if form is not included in appendices]. 
f)
Evidence that the property is foreclosed, abandoned or vacant.
g) 
Market data indicating that the proposed rental amounts for a project are achievable.  This data may be in the form of a market study or a compilation of rental amounts being charged for similar single-family rental units in the immediate vicinity of the project.   
E.
Project Underwriting by Grantee
As stated in the Purposes section, this Program Manual assumes that the Grantee is entering into agreements with developers to acquire, develop and rent single-family properties that are not identified at the time the agreement is executed.  Therefore, Grantee cannot underwrite individual projects (a property or multiple properties) until a Developer proposes to acquire certain properties.  Grantee is responsible for approving or disapproving acquisitions based on the information provided as required in section V(D) above and the following criteria:

1.
Property eligibility for use of NSP funds (addressed above). 

2. 
Compliance with all terms of the Developer Agreement and this Program Manual, which include, but are not limited to, compliance with all applicable NSP regulations. 

3. 
A determination by grantee that the project is feasible in relationship to the following factors:

a)  The construction/rehab plans and specifications meet program requirements and will result in a marketable rental unit. 

b)  The sources of NSP and other acquisition/construction and permanent financing (if required) are firmly committed and adequate to fund all costs of the project. 

c)   The projected revenues and costs in the operating budget are realistic and projected net operating income is adequate to cover debt service (if any) and also provide an adequate debt service coverage ratio as required herein. 

d)  The proposed rental amounts and rental income are achievable as demonstrated by market data provided by the Developer.   
F.
Properties with Primary Structures Requiring Demolition
Written advance permission of Grantee must be obtained before offers may be made on properties on which the primary structure is blighted or beyond repair and therefore requires demolition. Deteriorated accessory buildings that may require demolition must be included in the work write-up and cost.  Upon Grantee approval of project work write-ups or plans and specifications, these accessory buildings may be demolished.

G.
Purchase Offers 
Developer will manage purchase offers as follows:

1.
Obtain written approval via email or hard copy from Grantee before presenting the offer. See Appendix ___ for the approval form.  [Note: insert appropriate reference or delete if this form is not included in Appendices]
2.
Transmit signed Notice of Voluntary Acquisition to seller.

3.
Execute and transmit purchase agreement to seller with the required addendum. 
H.
Environmental Review
Grantee is responsible, at its own expense, for completing Tier 1 environmental assessments of NSP target areas.  Developer will complete a Tier 2, site-specific environmental review, using the following steps:

1.
Complete the Grantee’s ER form.  

2.
Submit the completed ER form to Grantee.
3.
When Grantee has given written approval or denial of the ER, inform the seller. If the ER is denied, abandon the transaction.   Approval must be obtained before closing the purchase of the property. 
I.
Appraisals 
Developer will obtain an as-is appraisal for all foreclosed properties, as defined in section IV(a)(6).   For foreclosed properties only, Developer must obtain a full URA compliant appraisal of as-is market value in order to determine if the contract price is at least 1% lower than appraisal. If the appraisal was completed prior to making the offer, it may not be more than 60 days old at the time that the purchase agreement is executed. This appraisal is in addition to any preliminary appraisal completed during the initial property investigation, unless a full appraisal was performed at that time and the full appraisal is not more than 60 days old at the time that the purchase agreement is executed. 
J.
Closings
The following procedures will be followed for closings on properties acquired by Developer: 
1.
Obtain a title policy binder for the property.
2. 
Complete legal review and approval of the closing documents. 

3.
Prepare an Acquisition Draw Request for Grantee (see Appendix __) and transmit to Grantee along with an electronic copy of the property appraisal.  [Note: insert appropriate reference to appendix or delete if this form is not included in Appendices].  
4.
When the draw request has been approved by Grantee and submitted through the DRGR system, schedule the closing; the Draw Request be submitted at least  __days prior to the scheduled closing date.  [Note: insert number of days.]  Draw requests first have to be processed by Grantee internally, then require three to four days to process with HUD.  Then, the Grantee and Developer should make best efforts to expend the NSP funds within three days of receipt but in no case more than 10 days. Therefore, the number of days in advance of closing is based on Grantee’s internal processing time, plus an estimated four days to process and receive the NSP funds, then spending the funds at the closing within three additional days.

5.
Confirm that Grantee has wired or otherwise paid the required funds into an escrow account for the closing;
6.
Execute a promissory note and mortgage deed (or deed of trust) in favor of Grantee for an open-ended amount, with the maximum amount equal to the projected NSP funding described in the Project Budget or other amount approved by Grantee. The note and mortgage may incorporate by reference a regulatory agreement or other documents required by Grantee. See Appendix __ for forms of these documents. [Note: insert appropriate reference or delete if this form is not included in Appendices. See the Multifamily and Single-Family Rental toolkits at www.hud.gov/nspta for sample documents that might be adaptable for this purpose.]  
When the closing is completed, assure that Grantee receives copies of the deed and settlement sheet. If Grantee has agreed in advance to a purchase, subject to Developer’s payment for liens or other encumbrances, copies of all documents justifying those payments must be transmitted as well.   
VI.
Properties Contributed by Developer
Developer may contribute to an NSP project a property owned by Developer only as specified in the NSP Agreement.  If such contributions are allowed and Developer proposes to recover this investment through future receipt of net revenue from an NSP project, Developer must obtain an independent full appraisal of the property’s market value at Developer’s cost and transmit it to Grantee.  If Grantee deems the appraisal acceptable, it will be used by the Grantee as part of the underwriting process to assist in determining if the projected amounts of future net revenues to be received by the Developer are reasonable. Grantee at its sole discretion may obtain another appraisal at its cost and determine a reasonable value for the contribution of the property.  
[These are recommended practices to avoid “undue enrichment” of developers, which is prohibited in the NSP program. ] 
VII.
Relocation of Occupants and Tenant Protections
Federal Uniform Relocation Act requirements must be followed in the event that Developer acquires an occupied property—either inadvertently or with the advance permission of Grantee. In such events, Developer will be required to conduct a survey of occupant(s), create a relocation plan, provide a relocation notice and—if the occupant is qualified—give financial assistance in accordance with URA and HUD rules. In addition, Developer must observe all requirements of federal laws protecting tenants who reside in properties foreclosed on or after Feb. 17, 2009, including without exception allowing a bona fide tenant to remain in residence for the term of the lease or 90 days, whichever is longer.  

[Note: The time and costs involved in relocation can be significant and thus purchasing occupied properties with NSP funds is strongly discouraged. We recommend that Grantees review HUD’s Planning and Budgeting Relocation Costs publication if considering this. It is available at: http://www.hud.gov/offices/cpd/library/relocation/publications/1045.pdf. ]
VIII.
Rehabilitation, New Construction and Reconstruction
A.
General Responsibilities
 Respective responsibilities of Developer and Grantee are as follows:
1.
Developer shall be responsible for preparing plans and specifications (or work write-ups) that conform to program rehab/construction standards, estimating rehab/construction costs, managing contract awards, and managing the construction process. Developer assumes all risks of cost overruns in excess of the construction and contingency budget line item in the previously approved Project Budget, unless Grantee approves a revised Project Budget. 
2.
Grantee is responsible for approval of project, providing and interpreting Rehab/Construction Standards; approving plans, specifications and estimates for projects; monitoring the work; and approving draw requests.

B.
Plans and Specifications 
Developer is responsible for completing plans and specifications (or work write-ups) which conform to Grantee’s Rehab/Construction Standards and which are in a form approved by Grantee.  See Appendix ___. [Note: insert appropriate reference or delete if this form is not included in Appendices] Plans/specifications and work write-ups will include the following:  

1.
General requirements for which the builder is responsible (permits, fees, mobilization, site utilities, site security, builder’s risk insurance, etc.);
2.
Site plans, if new structures, fencing, landscaping or other site improvements are being provided;
3.
Working drawings and materials specifications, for any new construction or substantial rehabilitation;
4.
Rehab work write-ups that show quantity, size, and materials specification for each work write-up item to enable Developer to create accurate cost estimates.
5.
For structures built before 1978, the plans and specifications must address remediation of any lead paint or other environmental hazards. See the Grantee’s Rehab/Construction Standards for required methods of inspection, testing and abatement.     
C.
Cost Estimates
Developer is responsible for producing cost estimates including builder overhead and profit in a form approved by grantee, as follows:
1.
Rehab cost estimates will be completed in a line-item, work write-up format with one work item per line unless an alternative form of estimate is approved in writing by Grantee;
2.
Cost estimates for construction of new structures and substantial rehabilitation will be based on take-offs from the working drawings of the quantities of materials and labor required or compilations of costs for similar and recently-built or renovated structures; 

3.
Site improvement cost estimates will be completed for each improvement and based on take-offs of quantities of materials and labor required;    

4.
Construction work must be competitively bid. The cost estimate will be used to determine the cost reasonableness of bids;
5.
Work to be completed by Developer acting as general contractor. The cost estimate for each NSP project must be reviewed by Grantee to determine cost-reasonableness and approved by Grantee. When approved, the cost estimate becomes a schedule of values which is used by Grantee’s construction inspector to determine the value of work completed for the purpose of approving draw requests.
6.
Likewise, if a contractor has been simply designated and not selected through a competitive bidding process, the price proposal of such contractor  must be reviewed by Grantee to determine cost-reasonableness and approved by Grantee.  When approved (and possibly amended by Grantee), the price proposal becomes a schedule of values which is used by Grantee’s construction inspector to determine the value of work completed for the purpose of approving draw requests.
D.
Bid Packages
Developer will prepare bid packages with the following components for all work being performed by third-party firms: [Note: HUD has issued guidance to the effect that developers (unlike sub-recipients) can designate contractors and do not have to competitively bid the work. However, bidding is a typical industry practice to control costs.]
1.
A request for proposals narrative that includes a general description of the processes for bidding, awards, construction monitoring, lien waivers, and construction draws. The narrative will state that retainage equal to 10% of the contract amount will be held back until the punch list is completed. The narrative will include the method of submitting proposals, a due date, and criteria for selection; 
2.
Plans and specifications (or work write-up) including general requirements, site plans, materials specifications;
3.
A form for describing the bidder’s experience and licenses;\

4.
Evidence of required insurance;  

5. 
A price proposal form;
6.
Requirements for complying with Section 3, minority and women’s business enterprise provisions, lead hazard abatement and other requirements related to federal funding.
E. 
Bid Solicitation
Bid packages must be sent to at least three qualified contractors, and bids must be received from at least two such contractors. 
F.
Contract Awards and Contracts
Contracts will be awarded by Developer based on the selection criteria. Copies of all proposals received and the executed contract will be submitted to Grantee electronically prior to the first draw. Construction contracts will be in the form provided in Appendix __.  [Note: insert appropriate reference or delete if this form is not included in Appendices]
G.
Construction Monitoring Inspections
The Grantee’s and Developer’s roles and responsibilities are as follows:

1. Developer is responsible for monitoring the quality, completeness and conformity to specifications of all work performed by third party contractors, and--if Developer is also the general contractor--all work performed by Developer’s personnel or subcontractors;
2. Grantee must assign a representative or representatives to accompany Developer’s representative in all construction meetings, construction draw inspections, and the punch list inspection. Grantee may approve draw requests or deny all or a portion of a draw request for cause.
H.
Construction Draws
Construction draw requests will be presented to Grantee on the form attached as Appendix __ along with lien waivers and any other required attachments described on that form.  Construction draw requests may include requests for reimbursement of soft costs in the approved Project Budget, up to the aggregate total amount of the line item budget amounts for construction and soft costs. See other sections of this Program Manual for additional requirements for draws of NSP funds. Grantee is responsible for reviewing, approving and processing draw requests in a timely manner. [Note: insert appropriate reference or delete if this form is not included in Appendices]
I.
Change Orders 
Developer may approve change orders up to a combined amount equal to the rehab/construction contingency budget line item.  Developer is responsible for all construction costs exceeding the contingency budget amount, unless Grantee at its sole discretion approves a revised construction budget and Project Budget and reviews and approves a change order for additional scope of work and costs in excess of the total construction budget. 
J.
Punch List, Final Inspection and Final Draw
Developer’s and Grantee’s representatives must jointly approve the punch list during or immediately after the punch list inspection and approve the clearing of punch list items after subsequent inspection(s). All punch list items reasonably required by Grantee must be included. Upon satisfactory completion of the punch list items, and all applicable paperwork, Grantee will issue a notice of final completion to Developer—see the form in Appendix ____.[Note: insert appropriate reference or delete if this form is not included in Appendices] The final draw will include the payment of any remaining eligible construction costs, construction retainage, applicable soft costs and the portion of the developer fee payable upon completion of construction. 
IX.
Funding of Construction Work and Soft Costs 
NPS funds are available for funding the construction work and soft costs that are indicated in the Project Budget, up to the NSP funding amounts stated in the Project Budget. Developer is responsible for obtaining other funding indicated in the Project Budget and any additional funding required in the event that costs exceed the total amount of the Project Budget. Developer will follow these procedures with draws of NSP funds:

A.
Fees and Interest Payments

Fees and interest payments for lines of credit and construction loans are not eligible costs for reimbursement by Grantee with NSP funds and will not be counted toward the total cost basis of the redevelopment of the property. Grantee’s intent is to pay for these costs indirectly through payment of the developer fee.

B.
Construction and Soft Costs

Construction costs will be funded by Grantee as follows:
1.
If all construction work is carried out by a general contractor or multiple contractors, contractor(s) will prepare a draw request or invoice which indicates a 10% retainage.  The aggregate retainage amount for a contractor will be included in contractor’s final draw request or invoice, which will be presented to Grantee after final completion of the project;  [Note: Retainage practices and percentages vary considerably.]
2.
If Developer is also acting as general contractor, Developer will follow any special requirements in the NSP Agreement for charging general contractor fees and non-subcontacted construction costs, as well as processing draws. In addition, there will be a 10% retainage for all general contractor and subcontractor costs for each draw, including a retainage on any general contractor fee. The aggregate retainage amount for the general contractor and subcontractors will be included in contractor’s final draw request or invoice, which will be presented to Grantee once the punch list has been completed.     

3. 
Requests for NSP funding of soft costs must be accompanied by invoices or other documents from subcontractors or other third parties indicating payment of eligible rehab/construction and soft costs as indicated by the line items in the Project Budget.

4. 
Developer fees will be paid in three installments as indicated in the NSP Agreement—upon acquisition, completion of rehab/construction, and leasing of the home or homes in the project. Developer will submit an invoice to Grantee for the fees due upon acquisition and completion of rehab/construction.  Developer will be paid the third installment of the developer fee after the project is at least 90% occupied and Developer has provided to Grantee all required documentation regarding the project, leasing and occupancy of homes, and renters’ eligibility.    
5. 
The terms of the NSP Agreement determine whether the Developer Fee is calculated as a fixed dollar amount or a percentage of total development costs, not including the fee. However, if the fee is calculated as a percentage, once calculated in the original Project Budget, the fee amounts will be fixed dollar amounts. If actual total project costs exceed or are less than the budgeted amounts, the developer fee will remain the same.
C.
Accounting for Expenditures  
Developer will account for total NSP expenditures per home by means of assigning an accounting code for NSP-funded or reimbursed expenses for each property and another accounting code, if applicable, for non-NSP funded expenditures (if any).  No more than 60 days after all  homes in an NSP-assisted project have been leased, Developer will provide Grantee with a complete accounting of NSP expenditures for that home and non-NSP expenditures, if any. The separate accounting of NSP and other funds will provide necessary financial data on NSP-funded expenditures in the event of any audits of program activities.  

X.
Marketing and Rental of NSP Homes
A.
Responsibility for Marketing and Leasing
 Developer is fully responsible for marketing NSP homes and leasing them to qualified households. If an NSP home does not sell in a timely manner and this results in depletion of the rent reserve account, if any, or insufficient cash flow from operations, Developer will be responsible for any losses incurred.  
B.
Marketing Plan and Budget
Prior to marketing the first completed rental units, Developer must obtain written approval from Grantee for a program marketing plan and budget. The marketing plan will include the following elements:   
1.
Methods of affirmative outreach to residents of target areas;
2.
Other means of advertising homes for rent, including such means as rental housing listing services, advertising, flyers, etc.; printed materials and advertisements  must include equal opportunity language;  

3.
Approved language for use in flyers, advertising and listings regarding income qualifications of renters and advertised rental rates;
4.
Method and timing of prequalifying prospective renters in terms of NSP income eligibility; 
5.
Policy for managing a waiting list of potential renters;
6.
Sample form of tenant lease.

XI.
Rental Applications and Income Certifications
Developer is responsible for the following tasks except that tasks to be carried out by Developer or a rental management company. Developer will obtain and transmit to Grantee all income certification documentation along with the page(s) of each signed lease indicating the renter’s name and the address of the property.
A.
Application for an NSP Rental Unit
Each prospective renter must complete the Tenant Application Form attached as Appendix _____.[Note: Insert appropriate reference or delete if this form is not included in appendices. See the NSP Single-Family Rental toolkit for examples, at www.hud.gov/nspta] The information obtained in the application will be used--along with verifications--to determine a household’s eligibility to lease an NSP-assisted home. While online and paper forms may be filled out in advance by Applicants, the application will be completed in a face-to-face meeting with a qualified representative of Developer.  
B.
Evidence of Employment, Residence, Income and Assets

Developer will require Applicants to bring this evidence to the intake and application interview in order to make an initial determination of eligibility. [Note: See the “Guide to Completing NSP Income Certifications” in the NSP Single-Family toolkit at www.hud.gov/nspta.]   

C.
Credit Report
During the intake interview, Developer will obtain, with the Applicant’s written permission, a credit report that will be used as a basis for determining the Applicant’s ability to make rent payments in a timely manner. [Note: This procedure reflects standard industry practices and is not an NSP requirement.]
D.
Certifying the Incomes Eligibility of Prospective Renters
Developer will use the methods described in Appendix_____[Note: Insert appropriate reference or delete if this form is not included in appendices]  to verify and certify the income-eligibility of Applicants. Required documentation (copies of driver’s licenses, paystubs, etc.) will be kept in the files of the Developer or Developer’s management agent and copies sent to Grantee as described elsewhere in this Manual. The income certification may be no more than six months old at the time that the renter and Developer enter into a lease. If older, the Applicant must be recertified.  An Applicant whose application fails to meet the NSP eligibility requirements will be given a written notice of denial as described below.
E.
Notification of Approval or Denial
Upon completion of the tasks described above, Developer will inform Applicants in writing of their eligibility or ineligibility to rent an NSP-assisted home. See Appendix___ for the forms for Application Approval and Application Denial.   [Note: insert appropriate reference or delete if this form is not included in Appendices]
F.
Confidentiality of Client Data 
Developer will observe all Privacy Act requirements and keep client data in locked file cabinets or password-protected electronic files. 
XII.
Waiting List   

A.
Requirements for Waiting Lists
Developer must establish and maintain a waiting list of all prospective renters who are approved for assistance.  Grantee may waive this requirement at its sole discretion if Developer demonstrates conclusively that a waiting list serves no purpose, because the number of homes available for rental exceeds the number of qualified Applicants.   
B.
Waiting List Procedures
Developers will follow these procedures.

1.
Priority for selecting a completed home will be determined by the date that a client’s application for a rental unit was approved (that is, the client with the earlier date of approval shall have priority for selection.)  [Note: some programs use the date of application for assistance to determine priority for selecting homes.]
2.
As a home or group of homes becomes available for rental, the home(s) will be offered first to the client with the highest priority, and if not selected, then to the client with the second highest priority, etc. 

3.
Homes will only be offered to a client only if the rental rate is affordable to the client as defined by the Developer Agreement and this program manual. Developer at its discretion may determine that the rent for an NSP Rental Unit is not affordable to an Applicant even if that applicant qualifies solely on the basis of having an eligible household income.  For example, an Applicant with an income at 30% of AMI might qualify on the basis of income eligibility but may not be able to afford a with a maximum rental amount calculated at 50% of AMI.  Developers will use affordability calculations similar to those in Section  
4.
Each client will have three opportunities to reject a home or groups of homes offered and maintain his or her priority. After a third rejection, a client’s priority will fall to the bottom of the waiting list.    

XVIII.

Reporting and Recordkeeping Requirements – see Appendix _____[Note: Insert appropriate reference or delete if this form is not included in appendices].
 Appendices 
[Appendices referenced in this Program Manual should be inserted here.  Many grantees use or adapt forms used in their housing programs funded by CDBG or HOME programs. 

If a document is not available for one of the referenced Appendices, the reference should be deleted and might be substituted with language such as “a ___________(document, budget, etc.) in a form approved by Grantee.”   
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